KING&WODD
MALLESONS
SHBIPESR

DIRECTIONS 2020

RESPONDING TO CRISIS; WHAT LIES AHEAD?

The pandemic pulse-check

kwm.com \ Directions 2020




RESPONDING TO CRISIS;
WHAT LIES AHEAD?

In a year like no other,
KWWM’s Directions team
took corporate Australia’s
pulse through a COVID-19
focussed survey of directors
and senior leaders.

Having weathered the initial shocks of the COVID-19
pandemic, Australian businesses have, for the most part,
demonstrated resilience and agility in responding to the
crisis. Government, regulators, corporate Australia and
the community have shown a capacity and willingness
to collaborate and adapt, and to offer support and
solutions to the challenges triggered by COVID-19.

But there is a mammoth task ahead, and the road out
remains uncertain.
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With an eye to a “new normal”, Australia’s business
leaders are focused on seeking to address that
uncertainty; through scenario planning, adjusting strategic
priorities and doubling down on cyber-resilience.
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Key takeaways from our findings:
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The way forward involves an increasing and
accelerated digital focus — including strategies
for mitigating cyber risk, without losing sight of

the importance of culture and brand.

Government has an ongoing key role
— further macroeconomic stimulus, tax
reform and targeted investment spending
top the policy “wish list”.

Directors and senior leaders are seeking more
clarity in order to have the confidence to make
big decisions. That includes cutting red tape
and reigning in securities litigation risks and
spiralling D&O insurance costs.

Miriam Kleiner

Special Counsel, Sydney

T +61 2 9296 2683

M +61 417 428 955
miriam.kleiner@au.kwm.com

kwm.com | Directions 2020 ~ The pandemic pulse-check 2



Preparedness for COVID-19

Asked to rate the preparedness of their organisations in March 2020 for the disruptive impacts triggered by the COVID-19
pandemic, a majority of survey respondents (57 %) rated their organisations as being well or very well prepared.

Interestingly, having dealt with the immediate impacts of the health crisis in early 2020, including the effects of Government-
mandated shutdowns of non-essential services and border closures and, in many cases, dramatic changes in day-to-day
“operating rhythms”, 89% of survey respondents rated their organisations as well or very well placed in August 2020 to
transition to a “new normal”.

1.0%

14.0%

45.0%

26.0%
40.0%

Key Key

1 = Not at all prepared 1 = Very poorly placed

M 2 - Not prepared > - Poorly placed
. 3 = Neither well nor poorly placed
2 - wel placed

W5 - el prepared W5 - Very well placed

. 3 = Neither prepared nor unprepared
. 4 = Somewhat prepared

In March 2020, how well prepared were you for COVID-19’s impact? In August 2020, how well placed are you to operate in a ‘new normal’?

These findings highlight corporate Australia’s agility and capability when faced with a “one-in-a-hundred-year” crisis. The
findings also suggest that although most of us may not have been able to predict or appreciate the full gravity and extent
of the rolling disruptions and shutdowns triggered by COVID-19, most organisations appear to have had the leadership,
resources and culture to enable them to effectively mobilise and respond, at least in the short term.

What was done, and what needs doing?

Investing in digital tools and applications (eg virtual conferencing) to facilitate remote
working

84.1%

o
Review of risk management processes and business continuity plans 82.1%

Investing in IT hardware (eg laptops or other equipment) to facilitate remote working

Investing in IT security systems / cyber resilience 25%
. 70.3%
Strengthening system access arrangements (eg VPN)
o
Collaborating with other businesses and/or industry bodies on crisis responses Ll
Accelerating digitisation strategies Colr
41.5%
Accessing government support packages (eg JobKeeper payments) 13.3%
. N . . 40.0%
Implementing reductions in remuneration or wages freeze 9.7%
. . 38.5%
Implementing a hiring freeze 7.2%
Cancelling planned capital expenditure 35.4%
Changing sales / go-to-market practices (eg digital commerce channels) STA3%
Restructuring bank facilities (including payment deferrals) M
Standing down employees or implementing a redundancy program 8.7% 26.75% Key
. . 24.1%
Changing sourcing/supply arrangements .'.’* 2 Action taken Action expected
. . o ™. 20.0% before to be taken after
Raising additional capital via new or expanded bank facilities 8.2% 31 July 2020 1 August 2020

Raising additional capital via equity raising

-

Has your organisation(s) undertaken, and/or is your organisation(s) planning to undertake, any of the actions listed in response to,
or as a consequence of, the COVID-19 pandemic and its associated impacts on your organisation(s)?
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In response to the question regarding what actions had been undertaken, or were planned, in response to or as a
consequence of COVID-19 and its associated impacts on their organisations, four of the top five responses related to
investing in and strengthening the technology and digital ecosystems necessary to ensure business continuity and the
enablement of employees (especially when working remotely). More specifically:

e investing in IT hardware, digital tools and applications; and

e strengthening access arrangements and security systems to enhance cyber resilience and mitigate the cyber-security
perils associated with more remote collaboration and sharing of information over public Wi-Fi and home networks.

100% of survey respondents indicated that their organisations had reviewed, or would review, their risk management

processes and business continuity plans.

Looking forward, 27.7% of survey respondents indicated that their organisations plan to accelerate digitisation strategies -
no doubt prompted by the opportunity (and in some cases, necessity) to adapt to changes in how they engage and transact
with their employees, customers and suppliers.

“We will never go back to 2019 normal.”
“The company has completely changed how it operated.”

Unsurprisingly, short-term cost reduction and cash preservation measures, and accessing Government support packages,
also featured strongly.

Interestingly, some survey respondents felt that their organisations were well-prepared for the pandemic (dealing with the
health crisis), but not the Government’s response and the associated impacts on their businesses and the broader economy:
“Our business was 100% prepared for the pandemic, but totally unprepared for the response.”

Survey respondents also recognised the role of wellbeing and culture in employees’ ability and wilingness to adapt and
persevere through recent months: “Agility was key, then resilience for the long haul. Surprising how much some unexpected
people have stepped up.”

Has regulatory relief helped?

60%
Key
50%
Relied Should
upon be made
permanent
40%
30%
20%
10%
20.5% 46.7% | 40.0% 11.3% | 21.5% 11.8% 0.3% 53.8% | 56.9%
Financial reporting: Virtual/Hybrid AGM: Continuous Disclosure: Insolvency safe harbour: Capital raising: Electronic execution:
Extension of deadlines for Holding a virtual or hybrid Changes to continuous Interim “extended” safe ASX and ASIC’s temporary Electronic execution
finalisation and lodgement AGM or other general disclosure rules (meaning harbour protection from capital raising relief. of documents.
of financial reports. meeting of shareholders / liability under the insolvent trading liability.
members. continuous disclosure

provisions should only
arise if there is knowledge,
recklessness or negligence)
to, for example, provide
earnings guidance.

Have or will you or your organisation(s) (as applicable) rely upon or take advantage of one or more of the following temporary relief measures put in place in response to
COVID-19? Please also indicate whether you think any of the temporary relief measures should, in substance, be made permanent.
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While approximately 80% of survey respondents indicated that their organisations have invested in remote and virtual
capability to maintain productivity and enhance [T security and cyber resilience, it appears that fewer survey respondents
have observed their organisations taking advantage of technology in their governance processes. Just over half of our
survey respondents (53.8%) indicated that their organisations executed documents electronically, and just under half of
our survey respondents (46.7%) indicated that their organisations had or were contemplating a virtual or hybrid meeting of
shareholders/members. However, there were comparable levels of support for making these COVID-19 inspired changes
permanent, and we are hopeful this will be the case.

Survey respondents indicated less reliance on other temporary relief measures, most likely reflecting that a number of these
measures have been more directed to assisting listed entities. Approximately 11% of survey respondents indicated that

their organisations had relied upon temporary changes to the continuous disclosure rules (potentially underscoring the
shortcomings of those relatively narrow reforms against the broader backdrop of Australia’s continuous disclosure regime).
Approximately 10% had utilised ASX and ASIC’s temporary capital raising relief to help shore up liquidity and balance sheets.
On the other hand, 8% of survey respondents indicated that their organisations had relied upon the extended safe harbour
from insolvent trading liability.

The COVID-19 Policy “wishlist”

60%

50%

40%
30%
20%
10%
53.0% 50.0% 44.0% 41.0% 41.0% 31.0%

24.0% 22.0% 21.0% 21.0%

Further Measures to Targeted Taxation reform Further direct Better regulation Financial Delay or repeal Labour market Streamlining
Government address cost investment (eg corporate tax Government of class action Regulation of legislated reform (eg leave or otherwise
macroeconomic  and coverage of incentives rate, investment  support (further litigation funding. reform (eg increase inthe  entitlements for incentivising
stimulus D&O insurance. (6 measures to allowance). extended clarification of superannuation  casual workers, hiring.
(eg infrastructure encourage JobKeeper or responsible guarantee from penalty rates,
spending or §pendlng on something else). lending rules or 9.5% to 12% productivity
similar). diw?tr‘\ovta_atlon or N operation by 2025. issues).
igitisation, sucl of AFCA).

as an expanded
investment
deduction
program).

What is on your COVID-19 policy initiative wish list?

Further macroeconomic stimulus, targeted investment incentives, direct Government support (e.g. the targeted and
tapered JobKeeper), and tax reform are the key areas where survey respondents are looking to Government to help pave
the way for recovery.

Reflecting the current state of the D&O insurance market (particularly for side C cover), half of our survey respondents are
also seeking measures to address the cost and scope of D&O insurance coverage — which will clearly be a key ingredient
to help facilitate (or at least mitigate the risk of corporate Australia not pursuing) appropriate entrepreneurial risk-taking in
seeking to rebuild and grow businesses and raise capital.

Several survey respondents noted the rare catalysing opportunity of COVID-19 to potentially reshape the Australian business
landscape. “Cut red tape” and “overhaul of our awards schemes,” two respondents urged. Another provided a comprehensive
outline of the possible future if appropriate action is taken: “There is an emerging opportunity to re-write Australia’s regulatory,
tax, and industrial relations systems to more moderm structures, designed so that Australian businesses are encouraged to be
globally competitive — this will provide the greatest opportunity for the most people over time.”
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These survey responses highlight a distinction between an organisation’s capacity to respond to the immediate effects of a
crisis (reasonably within their control), and the ability and willingness of Governments and other stakeholders across Australia
to tackle some of the more challenging reform issues that have been lingering for many years, and to implement more
permanent policy and regulatory improvements.

It is hoped that key stakeholders will be able and willing to leverage the more mature and collaborative environment facilitated
through National Cabinet and other constructive approaches taken by regulators such as ASIC, the ACCC and ASX, to
realise some of these goals.

An eye to the “new normal”

What the future holds — in light of COVID-19, and thereafter - is clearly a question on the minds of directors and senior
leaders across corporate Australia.

60%

50%
40%
30%
20%
10% 58.0% 51.0% 45.0%

Scenario planning for Managing cyber resilience Changing longer-term Incentivising and motivating Resetting remuneration
future business disruption (including privacy and strategic plans workforce (including remote structures (including after a
risks data risks) workers) pay cut or pay freeze etc)

Of the issues listed, which do you consider currently represent the material area(s) of concern for your Board(s)? COVID-19 specific.

As noted above, nearly 90% of survey respondents indicated that they believe that their organisation is either well or very well
P

placed to transition to a “new-normal”.

The responses to our question regarding the material areas of concern in light of COVID-19 provide some insights into

areas of focus and action which may underpin that confidence. There is a clear intent to face into the current uncertainties -
through scenario planning for future business disruption risks, managing cyber-security resilience and the risks associated by
increasing reliance on digital technology, and changing longer-term strategic plans.

In 2020, boards are more concerned about everything

Many of the responses and sentiments expressed through our pandemic pulse check survey are consistent with the
overarching themes identified in our last Directions pulse check survey, which was conducted in November 2019, but in
many cases amplified. Now as then, maintaining an appropriate corporate culture, protecting brand and reputation and
managing IT/cyber risks remain the top priorities.
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Protecting brand and reputation

Maintaining an appropriate corporate culture

Managing IT / cyber risks (including those from rapid digitisation)
Protecting information

Promoting innovation in the organisation

Government decisions overly influenced by populist politics
Excessive regulation and red tape

Succession planning

Lack of Government vision and courage to tackle necessary reform

49.2%

60.8%

60.8%

35.4%

48.1%

27.0%

35.4%

33.9%

36.0%

Environmental, Social and Governance (ESG) issues, including climate risks

State of energy policy 27.5%

9
Geo-political environment 25.6%

30.2%

o
Structuring remuneration to incentivise performance 24.3%

Pressure from shareholders and other key stakeholders 19.0%

Organisation overly focused on the short term 11.0%

12.2%

Key
Il 2020

Risk of class action litigation

16.4% 2019

Risk of regulatory investigation and / or enforcement action

12.7%

Employee pay issues (eg risk of underpayment)

Of the issues listed, which do you consider currently represent the material area(s) of concern for your Board(s)? Business as usual.

Emphasising the centrality of cyber resilience and cyber security to modern corporate stewardship, the proportion of
survey respondents who rated managing IT & cyber risks (including those from rapid digitisation) as a key concern
was approximately 61%, up from 44% last November. As a result, managing IT & cyber risks ranked as being of equal
importance to maintaining an appropriate corporate culture. Protecting brand and reputation was ranked third (49%).

Innovation remains the next highest priority, and is on the minds of a significantly greater proportion of survey respondents
(approximately 48% vs approximately 31% last November).

The ongoing focus on maintaining an appropriate corporate culture suggests boards and senior leaders are thinking
deeply about the role of culture within an organisation to support the ongoing response to issues and challenges raised
by COVID-19 - in particular operating in the current environment, supporting the ongoing adaption and implementation of
strategic plans and building digital and organisational resilience.

This suggests there is a heightened focus on what boards can seek to control, in the context of an operating environment
where there are a number of dynamics which simply cannot be controlled (including the next phases of the pandemic, as
well as geopolitical risks).

The “step-up” moment

Finally, we thought it would be worth noting the general sentiment that, perhaps contrary to what might have been expected
at the beginning of 2020, stakeholders across Government, regulators, corporate Australia and the community have
collectively “stepped up” to the challenges posed by COVID-19 and demonstrated a capacity and willingness to collaborate
and adapt, and to offer support and solutions.

This can be contrasted to our sense, drawn from our Directions pulse check conducted in November 2019, that business
was at that time still “searching for trust”. As part of that survey, respondents commented on the Hayne Royal Commission’s
negative impact on public attitudes towards business, observing that the community wanted to “apply very specific findings
for the financial services industry to the business world at large”.

Now, Australia’s political and business leaders approach a mammoth task with greater public goodwill and an appreciation
of their respective roles and contributions in supporting and rebuilding the nation’s prosperity. The immediate response of
banks and others to help alleviate some of the burdens, and solve some of the problems, triggered by COVID-19, has clearly
played a role in re-establishing and building the trust of the community. The challenge now is building the road out.
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About King & Wood Mallesons

As the first and only global law firm to be headquartered in Asia, King & Wood Mallesons
is connecting Asia to the world, and the world to Asia. With unparalleled depth of both
inbound and outbound capability, KWM is uniquely placed to support regional clients as
they internationalise and international clients as they look to invest or expand into Asia.

Strategically positioned in the world’s growth markets and financial capitals, the firm is
powered by more than 2400 lawyers across more than 28 international offices spanning
Asia, Australia, Europe, the Middle East and North America.

King & Wood Mallesons works side by side with Australian boards and senior
executives offering a holistic corporate governance advisory service, encompassing
board processes, reporting, risk management, disclosure issues, shareholder activism
and the evolution of sound governance policies.

A long-standing thought leader in corporate governance, King & Wood Mallesons
delivers dedicated lead partners and senior lawyers who regularly provide pragmatic
and innovative advice which is underpinned by in-depth insight and analysis of
corporate governance issues.

About the survey
King & Wood Mallesons’ Directions survey was conducted between 5 — 23 August, 2020.

The results discussed in this and the accompanying articles are drawn from the responses of
195 director and senior executive clients.

ON
BOARD

Download KWM'’s unique corporate governance one-stop-shop app.

The app includes a raft of information specifically targeted at meeting your governance insight needs,
providing access to alerts and reports, governance FAQs, a help desk and a news feed service.

The app can be found by searching “KWM OnBoard” in the Apple App Store or Google Play.

Username: your email address
First-use password: KWMApp@2018

For assistance please contact: national.servicedesk@au.kwm.com
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